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NOTES TO FINANCIAL STATEMENTS 
 
1.    SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

A.  Accounting Practices 
 

The financial statements of UnitedHealthcare of Arkansas (the “Company”) are presented on the basis of 
accounting practices prescribed or permitted by the Arkansas Insurance Department (the “Department”). 

 
The Department recognizes only statutory accounting practices, prescribed or permitted by the State of 
Arkansas, for determining and reporting the financial condition and results of operations of a health 
maintenance organization, for determining its solvency under Arkansas Insurance Law. The state 
prescribes the use of the National Association of Insurance Commissioners’ (“NAIC”) Accounting 
Practices and Procedures manual (“NAIC SAP”) in effect for the accounting periods covered in the 
financial statement.  

 
The Department has approved certain permitted accounting practices that differ from those found in the 
NAIC SAP. The Department has determined that the Company’s investments in the investment pool 
administered by United Healthcare Services, Inc. (UHS) be considered as an investment in “one person” 
and is to be limited to no more than 5% of the Company’s total admitted assets, pursuant to Arkansas 
Code Annotated (ACA) 23-63-805(1)(A), unless the commissioner authorizes the Company to exceed the 
statutory limit. The Company requested permission to exceed the statutory limit, and the Department has 
agreed to allow the Company to invest up to 20% of the Company’s total admitted assets in the UHS 
investment pool. No investments exceeded the 20% statutory limit at March 31, 2013 and December 31, 
2012, respectively, and accordingly, no nonadmitted assets are reflected in unassigned surplus in the 
statutory basis financial statements. Had the 5% limit per ACA 23-63-805(1)(A) been followed, total 
admitted assets and total capital and surplus would not have been impacted as of March 31, 2013 and 
December 31, 2012, respectively. A reconciliation of the Company’s net income and capital and surplus 
between NAIC SAP and practices prescribed or permitted by the Department as of March 31, 2013 and 
December 31, 2012, is shown below (in thousands): 

 
State of March 31, 
Domicile 2013 2012

NET INCOME
(1) Company state basis Arkansas 137$           3,348$        
(2) State Prescribed Practices that increase/(decrease) NAIC SAP:

                None Arkansas -                  -                  
(3) State Permitted Practices that increase/(decrease) NAIC SAP:

                Not Applicable Arkansas -                  -                  

(4) NAIC SAP Arkansas 137$           3,348$        

SURPLUS
(5) Company state basis Arkansas 8,994$        8,918$        
(6) State Prescribed Practices that increase/(decrease) NAIC SAP:

                None Arkansas -                  -                  
(7) State Permitted Practices that increase/(decrease) NAIC SAP:

                Not Applicable Arkansas -                  -                  

(8) NAIC SAP Arkansas 8,994$        8,918$        

 
 B.    Use of Estimates in the Preparation of the Statutory Basis Financial Statements 
 
             No significant change. 
 

C.  Accounting Policy  

             No significant change. 
 

2.    ACCOUNTING CHANGES AND CORRECTION OF ERRORS 

             No significant change. 
 
3.    BUSINESS COMBINATIONS AND GOODWILL 

 A–D.    No significant change.  
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NOTES TO FINANCIAL STATEMENTS 
 
4.    DISCONTINUED OPERATIONS 

 (1–5)    No significant change. 
 
5.   INVESTMENTS AND OTHER INVESTED ASSETS 

A.   Mortgage Loans, including Mezzanine Real Estate Loans  
 
          No significant change. 
 

B.   Debt restructuring 
 
          No significant change. 
 

C.  Reverse Mortgages 
 
          No significant change. 
 

D.  Loan-Backed Securities  
 

       No significant change.  
 

E.  Repurchase Agreements and/or Securities Lending Transactions 
 
          No significant change. 
 

F.  Real Estate 
 
          No significant change. 
 

G.  Investments in Low-Income Housing Tax Credits 
 
           No significant change. 
 
6.   JOINT VENTURES, PARTNERSHIPS, AND LIMITED LIABILITY COMPANIES 

           A–B.   No significant change. 
 

7.   INVESTMENT INCOME 

          A–B.   No significant change. 
 
8.   DERIVATIVE INSTRUMENTS 

          A–F.  No significant change.  
 
9.  INCOME TAXES 

          A–G.  No significant change  
 
10.  INFORMATION CONCERNING PARENT, SUBSIDIARIES, AND AFFILIATES 

          A–L.  Material Related Party Transactions    
 
         No significant change. 
 
11.  DEBT 

          A–B.   No significant change.  
 
12. RETIREMENT PLANS, DEFERRED COMPENSATION, POSTEMPLOYMENT BENEFITS                

AND COMPENSATED ABSENCES, AND OTHER POSTRETIREMENT BENEFIT PLANS 

         A–F.   No significant change. 
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13. CAPITAL AND SURPLUS, SHAREHOLDERS’ DIVIDEND RESTRICTIONS, AND 

QUASI-REORGANIZATIONS 

         (1–13)  No significant change. 
 
14. CONTINGENCIES 

         A–E.  No significant change. 
 
15. LEASES 

        A–B.  No significant change. 
 
16. INFORMATION ABOUT FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK     

AND FINANCIAL INSTRUMENTS WITH CONCENTRATIONS OF CREDIT RISK 

        (1–4)  No significant change. 
 

17. SALE, TRANSFER, AND SERVICING OF FINANCIAL ASSETS AND EXTINGUISHMENTS OF 
LIABILITIES 

         A–C.  No significant change. 
 
18. GAIN OR LOSS TO THE REPORTING ENTITY FROM UNINSURED PLANS AND THE   

UNINSURED PORTION OF PARTIALLY INSURED PLANS 

        A–B.   No significant change. 
 

C.   Medicare or Other Similarly Structured Cost Based Reimbursement Contract  
The Medicare Part D program is a partially insured plan. The Company recorded a receivable of   
approximately $813,000 and $1,086,000 as of March 31, 2013 and December 31, 2012, respectively, for cost 
reimbursement under the Medicare Part D program for the catastrophic reinsurance and low-income member 
cost-sharing subsidies. The Company also recorded a receivable of approximately $17,000 and $86,000 and a 
payable of approximately $32,000 and $65,000 as of March 31, 2013 and December 31, 2012, respectively, 
for the Medicare Part D Coverage Gap Discount Program. 

 
19. DIRECT PREMIUM WRITTEN/PRODUCED BY MANAGING GENERAL 

AGENTS/THIRD-PARTY ADMINISTRATORS 

        No significant change. 
 

20. FAIR VALUE MEASUREMENT 

The NAIC SAP defines fair value, establishes a framework for measuring fair value, and outlines the 
disclosure requirements related to fair value measurements. The fair value hierarchy is as follows: 

Level 1 — Quoted (unadjusted) prices for identical assets in active markets. 

Level 2 — Other observable inputs, either directly or indirectly, including: 

• Quoted prices for similar assets in active markets 

• Quoted prices for identical or similar assets in nonactive markets (few transactions, limited information, 
noncurrent prices, high variability over time, etc.) 

• Inputs other than quoted prices that are observable for the asset (interest rates, yield curves, volatilities, 
default rates, etc.) 

• Inputs that are derived principally from or corroborated by other observable market data 

Level 3 — Unobservable inputs that cannot be corroborated by observable market data. 
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NOTES TO FINANCIAL STATEMENTS 
 

The estimated fair values of bonds and short-term investments (investments) are based on quoted market 
prices, where available. The Company obtains one price for each security primarily from a third-party 
pricing service (“pricing service”), which generally uses quoted prices or other observable inputs for the 
determination of fair value. The pricing service normally derives the security prices through recently 
reported trades for identical or similar securities, making adjustments through the reporting date based upon 
available observable market information. For securities not actively traded, the pricing service may use 
quoted market prices of comparable instruments or discounted cash flow analyses, incorporating inputs that 
are currently observable in the markets for similar securities. Inputs that are often used in the valuation 
methodologies include, but are not limited to, non-binding broker quotes, benchmark yields, credit spreads, 
default rates and prepayment speeds. As the Company is responsible for the determination of fair value, it 
performs quarterly analyses on the prices received from the pricing service to determine whether the prices 
are reasonable estimates of fair value. Specifically, the Company compares the prices received from the 
pricing service to prices reported by its custodian, its investment consultant and third-party investment 
advisors. Additionally, the Company compares changes in the reported market values and returns to relevant 
market indices to test the reasonableness of the reported prices. Based on the Company’s internal price 
verification procedures and review of fair value methodology documentation provided by independent 
pricing services, the Company has not historically adjusted the prices obtained from the pricing service. 

In instances in which the inputs used to measure fair value fall into different levels of the fair value 
hierarchy, the fair value measurement has been determined based on the lowest level input that is significant 
to the fair value measurement in its entirety. The Company’s assessment of the significance of a particular 
item to the fair value measurement in its entirety requires judgment, including the consideration of inputs 
specific to the asset or liability. 

A. Fair Value 

(1) Fair Value Measurements at Reporting Date 

The Company has does not have any financial assets that are measured and reported at fair value 
on the statutory basis statements of admitted assets, liabilities, and capital and surplus at March 
31, 2013 and December 31, 2012.  

(2) The Company does not have any financial assets with a fair value hierarchy of level 3.  

B. Fair Value Combination — Not applicable 

C. The aggregate fair value by hierarchy of all financial instruments as of March 31, 2013 and 
December 31, 2012, is presented in the table below (in thousands): 

 

Not
Practical

Aggregate Admitted Carrying
Types of Financial Investment Fair Value Assets (Level 1) (Level 2) (Level 3) Value

Bonds 592$          591$          592$          -     $          -     $          -     $          
Common stock -                 -                 -                 -                 -                 -                 
Perpetual preferred stock -                 -                 -                 -                 -                 -                 
Mortgage loans -                 -                 -                 -                 -                 -                 

Not
Practical

Aggregate Admitted Carrying
Types of Financial Investment Fair Value Assets (Level 1) (Level 2) (Level 3) Value

Bonds 969$          968$          969$          -     $          -     $          -     $          
Common stock -                 -                 -                 -                 -                 -                 
Perpetual preferred stock -                 -                 -                 -                 -                 -                 
Mortgage loans -                 -                 -                 -                 -                 -                 

March 31, 2013

2012

 

Included as Level 1 in bonds in the fair value hierarchy table above is money market instruments 
of $260,000 and $634,000 as of March 31, 2013 and December 31, 2012, respectively. Money 
market instruments are reflected in cash and short-term investments in the statutory basis 
statements of admitted assets, liabilities, and capital and surplus. 

D.         Not Practicable to Estimate Fair Value — Not applicable 

21. OTHER ITEMS 

         A–H.  No significant change. 
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22. EVENTS SUBSEQUENT 

         No significant change. 
 
23. REINSURANCE 

         A–C.  No significant change. 
 
24. RETROSPECTIVELY RATED CONTRACTS AND CONTRACTS SUBJECT TO  

REDETERMINATION 

         A–B.   No significant change. 
 

 C.        The Company has Medicare Part D program business which is subject to a retrospective rating 
feature related to Part D Premiums. The Company has estimated accrued retrospective premiums 
related to certain Part D premiums based on guidelines determined by CMS. The formula is tiered 
and based on the bid medical loss ratio. The amount of Part D earned premiums subject to 
retrospective rating was approximately $702,000 and $2,117,000 representing 5.9% and 4.8% of 
total net premium income as of March 31, 2013 and December 31, 2012, respectively.  

 D.        The Company is required to maintain specific minimum loss ratios. These minimum loss ratios apply 
to comprehensive major medical coverage and vary depending on group size. The following table 
discloses the minimum medical loss ratio rebates required pursuant to the Health Reform Legislation 
for the three months ended March 31, 2013 and the year ended December 31, 2012 (in thousands): 

2 3 4
Small Large Other

1 Group Group Categories 5
Individual Employer Employer with Rebates Total

Prior reporting year:
  (1) Medical loss ratio rebates incurred -$             143$             179$             -$                  322$             
  (2) Medical loss ratio rebates paid -               -               (46)               -                    (46)               
  (3) Medical loss rebates unpaid -               143               169               -                    312               
  (4) Plus reinsurance assumed amounts XXX XXX XXX XXX -               
  (5) Less reinsurance ceded amounts XXX XXX XXX XXX -               
  (6) Rebates unpaid net of reinsurance XXX XXX XXX XXX 312$             

Current reporting year-to-date:
  (7) Medical loss ratio rebates incurred -$             77$               176$             -$                  253$             
  (8) Medical loss ratio rebates paid -               -               -               -                    -               
  (9) Medical loss rebates unpaid -               220               345               -                    565               
  (10) Plus reinsurance assumed amounts XXX XXX XXX XXX -               
  (11) Less reinsurance ceded amounts XXX XXX XXX XXX -               
  (12) Rebates unpaid net of reinsurance XXX XXX XXX XXX 565$              
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25. CHANGE IN INCURRED CLAIMS AND CLAIMS ADJUSTMENT EXPENSES 

Changes in estimates related to the prior year incurred claims are included in total hospital and medical    
expenses in the current year in the accompanying statutory basis statements of operations. The following 
tables disclose paid claims, incurred claims, and the balance in the claims unpaid, accrued medical incentive 
pool and bonus amounts, aggregate health claim reserves and health care receivables at March 31, 2013 and 
December 31, 2012 (in thousands): 

Current Year Prior Years
Incurred Incurred
Claims Claims Total

Beginning of year claim reserve -      $             (5,443)$     (5,443)$        
Paid claims, net of health care receivables 5,596             3,702         9,298           
End of year claim reserve 5,616             813            6,429           

Incurred claims excluding the change in health care receivables 11,212           (928)          10,284         

Beginning of year health care receivables -                     769            769              
End of year health care receivables (519)               (289)          (808)             

Total incurred claims 10,693$         (448)$        10,245$       

March 31, 2013

 

Current Year Prior Years
Incurred Incurred
Claims Claims Total

Beginning of year claim reserve -      $          (5,385)$     (5,385)$       
Paid claims, net of health care receivables 30,888        2,704         33,592        
End of year claim reserve 5,399          44              5,443          

Incurred claims excluding the change in health care receivables 36,287        (2,637)       33,650        

Beginning of year health care receivables -                  383            383             
End of year health care receivables (767)            (2)              (769)            

Total incurred claims 35,520$      (2,256)$     33,264$      

2012

 

The liability for claims unpaid, accrued medical incentive pool and bonus amounts, aggregate health claim 
reserves and health care receivables as of December 31, 2012 were approximately $4,674,000. As of 
March 31, 2013, approximately $3,702,000 has been paid for incurred claims attributable to insured events 
of prior years. Reserves remaining for prior years are now approximately $524,000 as a result of re-
estimation of unpaid claims. Therefore, there has been approximately $448,000 favorable prior year 
development since December 31, 2012 to March 31, 2013. The primary drivers consist of favorable 
development as a result of a change in the provision for adverse deviations in experience of approximately 
$417,000 and favorable development of approximately $72,000 in retroactivity for inpatient, outpatient, 
physician, and pharmacy claims. At December 31, 2012, the Company recorded approximately $2,256,000 
of favorable development related to insured events of prior years primarily as a result of ongoing analysis of 
loss development trends and changes to the provider settlement reserves. Original estimates are increased or 
decreased, as additional information becomes known regarding individual claims.  The favorable 
development also impacts the original estimates and calculations for retrospectively rated policies, including 
the medical loss ratio rebate accrual. As a result of the prior year effects, on a regular basis, the Company 
adjusts revenue and the corresponding liability and/or receivable related to retrospectively rated policies, 
including the medical loss ratio rebate accrual and the impact of the change is included as a component of 
change in unearned premium reserves and reserve for rate credits in the statutory basis statements of 
operations. 
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The Company incurred claims adjustment expenses of approximately $298,000 and $1,397,000 for the three 
months ended March 31, 2013 and the year ended December 31, 2012, respectively. These costs are 
included in the management service fees paid by the Company to UHS as a part of its management 
agreement. The following tables disclose paid CAE, incurred CAE, and the balance in the unpaid claim 
adjustment expenses reserve for the three months ended March 31, 2013 and the year ended December 31, 
2012 (in thousands): 

 

March 31, 2013 2012

Total claims adjustment expenses incurred 298$                1,397$             
Less current year unpaid claims adjustment expenses (118)                 (98)                   
Add prior year unpaid claims adjustment expenses 98                    101                  

Total claims adjustment expenses paid 278$                1,400$              

26. INTERCOMPANY POOLING ARRANGEMENTS 

         A–G.  No significant change. 
 
27. STRUCTURED SETTLEMENTS 

         A–B.  No significant change. 
 
28. HEALTH CARE AND OTHER AMOUNTS RECEIVABLES 

A. Pharmaceutical rebates receivable are recorded when reasonably estimated or billed by the                            
affiliated pharmaceutical benefit manager in accordance with pharmaceutical rebate contract 
provisions. Information used to support rebates billed to the manufacturer is based on utilization 
information gathered by the pharmaceutical benefit manager and adjusted for significant changes 
in pharmaceutical contract provisions. The Company has excluded receivables that do not meet 
the admissibility criteria from the statutory basis statements of admitted assets, liabilities, and 
capital and surplus. 

For pharmacy rebates that meet the admissibility criteria, the collection history of pharmacy 
rebates is summarized as (in thousands): 

Estimated Actual Actual
Pharmacy Pharmacy Rebates Rebates
Rebates as Rebates as Received Received Actual Rebates

Reported on Billed or Within 90 Within 91 to Received More
Financial Otherwise Days of 180 Days of Than 180 Days

Quarter Statements Confirmed Billing Billing After Billing

3/1/2013 385$            -     $            -     $            -     $            -     $                

12/31/2012 371              361              219              -                   -                       
9/30/2012 338              341              303              31                -                       
6/30/2012 330              327              283              36                3                      
3/31/2012 302              300              267              28                3                      

12/31/2011 247              251              220              29                2                      
9/30/2011 249              246              219              24                3                      
6/30/2011 236              226              198              26                1                      
3/31/2011 219              212              188              22                3                      

12/31/2010 115              125              95                26                1                      
9/30/2010 108              113              84                31                1                      
6/30/2010 105              105              71                32                1                       

 
Of the amount reported as health care and other amounts receivables, approximately $330,000 
and $478,000 relates to pharmaceutical rebate receivables as of March 31, 2013 and 
December 31, 2012, respectively. This decrease is primarily due to decreased membership along 
with the change in generic/name brand mix. 
 

    B. No significant change. 
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The Company also admitted approximately $210,000 and $113,000 for claim overpayments as of 
March 31, 2013 and December 31, 2012, respectively. Claim overpayments are included in health 
care receivables in the statutory basis statement of admitted assets, liabilities, and capital and 
surplus. 

29.  PARTICIPATING POLICIES 

             No significant change. 
 
30.     PREMIUM DEFICIENCY RESERVES 

                          No significant change.  
 
31.     ANTICIPATED SALVAGE AND SUBROGATION 

           No significant change.  
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